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FEDERAL ELECTION COMMISSION
WASHINGTON, D C 20463

e E‘:"c‘j;{ L MAR 13 2008
607 14th Street, NW, Swite 800
Washington, D C 20005
RE MUR 5504
John Karoly, Jr
Dear Mr Ehas

Based on a complant filed with the Federal Elecion Commussion on August 3, 2004,
and information supplied by your chent, John Karoly, Jr, the Commission, on June 21, 2005,
found that there was reason to believe John Karoly, Jr , knowingly and wilifully violated
2US C §§ 441b(a) and 441£, and mstituted an investigation of this matter

After considenng all the evidence available to the Commussion, the Office of the General
Counsel 13 prepared to recommend that the Commssion find probable canse to believe that
knowmng and willful violations have occurred

The Commussion may or may not approve the General Counsel's recommendation
Submutted for your review 1s a bnef stating the position of the General Counsel on the legal and
factual 1s5ucs of the case Withm 15 days of your receipt of this notice, you may file with the
Secretary of the Commussion a brief (ten copies 1f possible) stating your position on the 1ssues
and replying to the brief of the General Counsel (Three copies of such bnief should also be
forwarded to the Office of the General Counsel, 1f possible) The General Counsel's brief and
any bnef that you may submut will be considered by the Commussion before proceeding to a vote
on whether there 18 probable canse to believe a violation has occurred

If you are unable to file a responsive bnef within 15 days, you may submt a wntten
request for an extension of ime  All requests for extensions of tme must be submtted 1n wnting
five days prior to the due date, and good cause must be demonstrated In addition, the Office of
the General Counsel ordinanly will not give extensions beyond 20 days

You may also request an oral hearing before the Commussion See Commuasion’s “Policy
Statement Estabhishing a Pilot Program for Probable Cause Heanngs,” 72 Fed Reg 7551 (Feb
16, 2007) Heanngs are voluntary, and no adverse inference will be drawn by the Commussion
based on a respondent’s decision not to request such a heanng  Any request for a heanng must
be submutted along with your reply brief and must state with specificity why the heanng 1s being
requested and what 1ssues the respondent expects to address
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Letter to Marc Elias
Page 2

A finding of probable cause to believe requires that the Office of the General Connsel
attempt for a penod of not less than 30, but not more than 90 days, to settle this matter through a
concihation agreement

Should you have any questions, please contact Delbert K Rigsby, the attomey assigned to
this matter, at (202) 694-1650

Enclosure
Brief
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BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of )
) MUR 5504
John Karoly, Jr )
GENERAL COUNSEL'’S BRIEF
1. INTRODUCTION

Complainant, a former employee, alleged that John Karoly, Jr , the President and
Treasurer of Karoly Law Offices, caused four other law firm employees and their spouses to be
reimbursed for $13,000 in contnbutions to Gephardt for President (“Gephardt Commuttee™) with
the law firm's corporate funds Mr Karoly, representing the four law firm employees and
spouses and himself, responded by submutting 1dentical cursory affidavits from himself and each
alleged conduit, which state, 1n their entirety “My contnbution to the Richard Gephardt
campaign was not based upon any reimbursement and I received no resmbursement for same ”

The Federal Election Commussion (“Commussion™) found reason to believe that
Mr Karoly knowingly and willfully violated 2 U S C §§ 441b(a) and 441f in connection with
hus consent to the use of corporate funds to make contributions m the name of another After
more than three months delay, Mr Karoly responded by stating that the Commussion should
dismiss the matter because the complainant 1s a disgruntled former employee who was
terminated for cause, the complaint was filed a year after the events occurred and after
complamnant’s unemployment compensation claimm was rejected, complainant had no personal
knowledge of a reimbursement by Karoly Law Offices, and the affidavits submitted by the
alleged conduits are sufficient because they respond to the complaint's allegations
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MUR 5504 2
General Counsel's Bnief
John Karoly, Jr

Duning the course of the investigation, one of the conduits recanted his prior affidavit and
admitted that Mr Karoly arranged for him to be reimbursed for his contnbution In response to a
Commussion subpoena, Karoly and three other law firm employee conduits asserted their Fifth
Amendment nghts and declined to appear for depositions Our investigation shows that Karoly
devised a conduit scheme and consented to the use of corporate law firm funds to rexmburse
$13,000 1n contributions to the Gephardt Commuttee Based on the information discussed below,
this Office 1s prepared to recommend that the Commission find probable cause to beheve that
John Karoly, Jr knowingly and wilifully violated 2 U S C §§ 441b(a) and 4411
IL SUMMARY OF TH (0)

John Karoly, Jr 1s a tnal lawyer in Allentown, Pennsylvama He has been active in the
local and state Democratic Party in Pennsylvania and was a delegate to the 2000 and 2004
Democratic National Conventions In 2004, he was a member of the Democratic National
Commuttee Since 1998, he has contributed $14,250 to federal candidates According to the
Pennsylvania Secretary of State’s Office, Karoly Law Offices was incorporated in Pennsylvama
in 1986 and Karoly 18 listed as President and Treasurer

The complaint alleged and our investigation confirmed that the following $13,000 1n
contnibutions to the Gephardt Commuittee were reimbursed from Karoly Law Offices’ funds at

Mr Karoly's direction
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General Counsel’s Brief

John Karoly, Ir
Amount of Date Reimbursement
Named Contributor Date of Contnbution Contnbution Deposited
Gregory Paghanite &
$/30/03 $4,000 00 10/7/03 (cash)
Jayann Brantiey &
Spouse 9/30/03 $4,000 00 10/7/03 (cash)
Chnshna Ligoth &
| Spouse 8/30/03 $3,000 00 1073 (cheok) ___
Heather Kovacs 8/30/03 $2,000 00 10/27/03 (cash) ‘

Gregory Paghanite, who was employed as a paralegal by Karoly Law Offices in 2003 but
has since left that firm, disavowed the affidavit dated August 17, 2004 submutted 1n response to
the complaint and has admitted 1n 2 more recent affidavit that he was solicited by Karoly to
contribute to the Gephardt Commuttee, with the promise of reimbursement  See Paghamite
affidavit dated June 27,2006 atp 1 Paghamite wrote a check for $4,000 dated September 28,
2003 to the Gephardt Commuttee, the only federal contribution ever made by Paghanite or his
spouse Subsequently, Karoly requested Jayann Brantley, who handled the firm's financial
matters to bring hum cash, which he used to reimburse Paghianite for his and hus wafe’s
contnbutions of $4,000 to the Gephardt Commuttee /d Paghanite deposited the $4,000 in cash
into his personal bank account on October 7, 2003 Id

Jayann Brantley, a secretary at Karoly Law Offices, also wrote a check on September 28,
2003 for $4,000 to the Gephardt Committee, representing contributions from herself and her

husband, Theodore Brantley, of $2,000 each ' Ttus 1s the only contnbution that the Brantleys

! Brantiey's net pay 1n 2003 from Kaioly Law Offices was $32,975, and at the time Brantley wrote the
$4,000 check, she had inadequate funds 1n her account to cover it
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General Counsel’s Brief
John Karoly, Jr

have ever made to a federal candidate On October 7, 2003, the same day that Karoly Law
Offices cashed a check for $12,000 and Paglhianite deposited his $4,000 cash reimbursement into
his bank account, the Brantleys also deposited $4,000 1n cash to their credit union account The
law firm's payroll records do not reflect this $4,000 as regular pay, overtime pay or as a bonus to
Jayann Brantley There 18 also no evidence that these funds represent rexmbursement of
admunustrative and office expenses The affidavit that Brantley submutted to the Commussion was
identical to the affidavit that Paghamte submutted, which Paghanite later disavowed
Furthermore, Brantley asserted her Fifth Amendment privilege against self-incnmination and
declined to appear for a deposition pursuant to a Commussion subpoena See letter from
Brantley’s counsel to the Commission dated June 7, 2007

On September 28, 2003, the same day that Pagliamite and Brantley wrote checks to the
Gephardt Commuttee, Christina Ligott, then a paralegal at Karoly Law Offices, wrote a check for
$3,000 to the Gephardt Commuttee for contnibutions from herself and her husband, Matthew
Laigotti, of $1,500 each Thus is the only contrnibution that the Ligottis have ever made to a federal
candidate 2 According to representations by her new counsel, Karoly Law Offices gave Christina

Ligott: a check dated October 6, 2003 1n the amount of $3,000 with the “pay to the order of” line

2 In March 2007, Ms Ligoth's counsel stated that the Gephardt Comwmttee informed her that her $3,000
contribution 1n 2003 was excessive and that the Gephardt Commuttee umiiaterally allocated $1,500 of the total
contribution 1 her oame to her husband without notifying her at the time of the allocation In June 2007, Ms Ligott
1eceived a refund check for $1,500 from the Gephmdt Commuttee Ms Ligotti's counsel stated that Mr Ligott

was not a contnbutor to the Gephardt Commutiee  However, based upon the tuming of thus refund, it appears that
Ms Ligott: made contact with the Gephardt Commuttee 1 2007 regarding her contribunon m response to this matter
In September 2003, the contnbution Limit was $2,000 for the pnmasy election and the Gephardt Commttee properly
allocated this $3,000 contnbution to Christina Ligotti and Matthew Ligoit: for $1,500 each
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John Karoly, Jr

of the check left blank * The memo line of the check states “Hirko Bonus ™ When Ms Ligoth
received this check, she had been employed with the firm less than four months, having been
hired 1n June 2003 Ms Ligott1’s net pay in 2003 from Karoly Law Offices was $32,433 The
law firm's payroll records do not reflect this $3,000 check as regular pay, overtime pay, or as a
bonus to Chnistina Ligott:  Since a bonus 1s considered income, this payment should be reflected
on the law firm’s payroll records Ms Ligott: never received any other payment called a “bonus”
nor, from the evidence we obtained concerning the relevant time-period, did other Karoly Law
Offices employees

Based on the check’s amount and timing, it appears that 1t represents rexmbursement by
the Karoly Law Offices for the Ligottis’ $3,000 contnbution On October 7, 2003, the same day
that Gregory Paghanite and Jayann Brantley each made $4,000 cash deposits to their bank
accounts, the Ligottis deposited $3,073 65 into their bank account, which included the $3,000
check from Karoly Law Offices that Chnistina Ligott: had received the previous day  Although
Ligott: submitted an affidavit denying that she was reimbursed, 1t was 1dentical to the affidavit
Paglianite submutted, which he later disavowed Chnstina Ligott: has asserted her Fifth
Amendment privilege against self-incnmination and declined to appear for a subpoened

deposition See letter from Ligotti's counsel to the Commussion dated June 7, 2007

' Ms Ligott's counsel states that Ligoth's husband, Matthew Ligotts, took the check to the bank, filled his
nams on “the pay 10 the order of * line instead of wrniting “cash™ on that line, and deposited the check mto their jount
checking account This check 1s inconsmtent with other salary and overtnme puyments that Ms Ligoth received from
Karoly Law Offices, which always included her name m the pay to the order line of the checks No reason has been
given for the law firm’s departure from its typical practice i filling out this $3,000 check

4 The Hurko casc was a major hitigation matter m which Karoly Law Offices served as plamntiff°’s counsel
Ms Ligott’s counsel states that this payment represented a bonus for her overtime on the Hirko case
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On September 28, 2003, the same day as the Paghanite, Brantley and Ligott:
contributions, Heather Kovacs, a secretary at Karoly Law Offices, wrote a check for $2,000 to the
Gephardt Commuttee for her contnbution Prior to this contnibution, Kovacs had never made a
contribution to a federal candidate * On October 27, 2003, Kovacs deposited $3,021 56 mto her
bank account, which included her regular biweekly paycheck, a cash deposit of $1,700 and
another depomit of $60°  Based upon her financial records and the tming of this transaction, 1t
appears that the $1,700 cash deposit included 1n the October 27, 2003 bank transaction represents
the bulk of a $2,000 rexmbursement that Kovacs received from Karoly Law Offices for her
contnbution Her bank account records show a pattern of Kovacs frequently depositing checks
representing her biweekly salary payment or overtime payments minus a small portion Dunng
the penod from March 2003 to February 2004, there 1s no other instance of Kovacs depositing an
amount greater than the total of her salary and overime payments

In an affidavit dated August 17, 2004, Ms Kovacs denied that she had been reimbursed
for her contribution to the Gephardt Commuttee This affidavit, submitted when she was still
represented by Karoly, was the same one submutted by all of Karoly’s then clients (except 1t was

not notanzed), which Paghanite later disavowed ’ Kovacs declined to appear for a deposition

s Kovacs' net pay in 2003 from Karoly Law Offices was $50,765

¢ Thus 53,021 56 deposit was the single, largest deposit Kovacs made to her bank account between March
2003 and February 2004

! Kovacs has never addressed a specific allegation in the complaint that m a June 25, 2004 telephone
conversahon that she adnutted to having been reimbursed for her contribution Ms Kovacs® new counsel clamed
that she had submutted a second affidavit denying that she admutted to complamant m a telephone conversation that
she had been remmbursed The Commusion received this second affidavit dated March 17, 2008, but it was neither
signed nor notarrzed and only contamed the signatme symbol “/s/ ™ We pointed out the deficiencies in Kovacs'
second affidavit to her new counsel However, we never received a signed, notanzed copy
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and asserted her Fifth Amendment privilege against self-incrimination  See letter from Kovacs’
counsel to the Commussion dated June 7, 2007

The Commussion 1ssued Karoly a deposition subpoena A letter from his counsel states
that he declined to appear for the deposition because the Commuission “seeks to depose
Mr Karoly not to evaluate this matter impartially, but rather to use his teshmony to support an
adverse finding against im ™ See letter from Karoly's counsel to the Commussion dated July 13,
2007 In a telephone conversation with the Commussion’s Office of General Counsel on July 23,
2007, counsel asserted that it was clear from his earlier letter that Karoly would be asserting hus
Fifth Amendment pnivilege if he appeared at a deposiion Counsel later stated in wnting that
Karoly reserved his nght to assert his Fifth Amendment pnvilege against self-incnmination if he
1s compelled to testify See letter from Karoly’s counsel to the Commussion dated August 20,
2007

. ANALYSIS

The evidence shows that Karoly, President and Treasurer of incorporated Karoly Law
Offices, knowingly and willfully circumvented contnibution himits by devising, furthening, and
consenting to a scheme to reimburse support personnel and their spouses with law firm funds for
contributions totaling $13,000, in violation of 2U S C §§ 441b and 441f Section 441b(a)

prohibits officers from consenting to corporate contnibutions Section 441f, which prohibits
contributions in the name of another, also applies to any person who helps or assists others in
making contrnibutions mn the name of another 11 CFR § 110 4(b)(2)
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In this matter, the evidence 15 sufficient to support a probable cause finding that John
Karoly, Jr violated 2 US C §§ 441b(a) and 4411f This evidence includes Pagliamte’s
disavowal of his iitial affidavit denying that he was reimbursed and his admission 1n a swomn
affidavit that he and his spouse were reimbursed for federal contributions by Karoly Law Offices
at Karoly's behest The evidence also mcludes Paghamte and Brantley each depositing $4,000 1n
cash 1nto their bank accounts on October 7, 2003, the same day that the law firm cashed a
$12,000 check, Ligott1’s husband depositing a $3,000 check from Karoly Law Offices into the
Ligotti’s bank account on October 7, 2003, Kovacs depositing the single, largest deposit overa
ten-month period into her bank account on October 27, 2003, consisting of her regular pay check
and $1,700 n cash, the lack of any evidence from the law firm’s payroll records that the
payments to Brantley, Ligott: and Kovacs constituted regular pay, overime pay or bonuses and
the fact that Paghanite, Brantley, Ligott: and Kovacs or their spouses had never made a
contnbution to a federal candidate before their contnbutions to the Gephardt Commuttee
Brantley, Ligoth and Kovacs each asserted their Fifth Amendment privilege rather than submut to
questioning concerning any asserted alternative explanations for their receipt and deposit of
funds discussed sbove

There also 1s a basis upon which to conclude that Karoly knowingly and willfully violated
the Act The knowing and willful standard requires knowledge that one 1s violating the law See
Federal Election Commussion v John A Drames: for Congress Committee, 640 F Supp 985,
987 (D NJ 1986) A knowing and willful violation may be established “by proof that the

defendant acted dehiberately and with knowledge that the representation was false * United
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States v Hopkins, 916 F 2d 207, 214 (5th Cir 1990) An inference of a knowing and willful act
may be drawn “from the defendant’s elaborate scheme for disguising” hus or her actions Jd at
214-15

Karoly attempted to disguise the reimbursements to Paglianite, Brantley, Ligotti and
Kovacs by making them in the form of cash or as a bonus check, which were not recorded in the
law firm's payroll records* While a section 441 violation, 1n which the true source of funds 1s
withheld from the recipient committee, the FEC, and the public, 1s inherently self-concealing, by
using support personnel at his law firm as conduits, Karoly chose people he could intimidate
professionally and who provided the opportunity to hide payments Karoly also took other steps
to disguise his actions, including submitting sworn affidavits on behalf of his clients, that
Paghanite, at least, has disavowed Karoly’s representation of Paghanite, Brantley, Ligott and
Kovacs was consistently charactenzed by delay and excuses, in all cases, subpoened documents
were only provided once new counsel was retained These actions indicate that Karoly

dehberately tried to cover up his achions and suppress the truth  When given the opportunity to

s Karoly 15 » sophusticated political actor who made several contnbutions within federal limits to federal
candidates prior to and since the contributions 1n 1ssue
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give his own version of the events m question, he chose to remarn silent °

The Commussion 1s entitled to draw an adverse inference against Karoly from his refusal
to testify at a subpoenaed deposition The adverse inference rule provides that “when a party has
relevant evidence within hus control which he fails to produce, that failure gives nse to an
inference that the evidence 1s unfavorable to him * /nternational Union (UAW) v NLRB, 459
F2d 1329, 1336 (D C Cir 1972), see also, Arvin-Edison Water Storage Dist v Hodel, 610 F
Supp 1206, 1218 n41 (DD C 198S) The theory underlying this rule 15 that, all things being
equal, “a party will of hus own volition introduce the strongest evidence available to prove his
case” International Union (UAW), 459 F 2d at 1338 Conversely, if the party fails to mtroduce
such evidence, i1t may be inferred that the evidence was withheld because 1t contravened the
position of the party suppressing it /d Thus, when a party unreasonably resists a subpoena for
relevant tesumony or documents, it can be inferred that the refusal to comply with the subpoena
indicates that the evidence or testimony would be adverse to the party’s position See id at 1338-

39 Moreover, there 1s no need for an administrative agency to seek enforcement of the subpoena

’ Wiitten representations by counsel for Brantley and Ligoth that their deposits did not represent
reumbursement, the o11ginal affidavits, Kovacs® second affidavit that was neither personally signed nor notanzed, and
protestations by Karoly's and Kovacs® counsel about the complamnant or the complaint, should be regarded 1n the
context of these respondents’ decisions not to testify They were aware that thus Office had obtaimned mnformation that
contradicted, or at least called mto senous question, those subnussions, and therefore sought to depose them 1n order
to elicit swomn tesnmony that was subject to cross-examination, follow-up, and clanfication Because they chose to
invoke the Fifth Amendment or otherwise declined to appear, that opportunity was lost For these types of reasons,
federal courts have upheld a distnict court’s power to strike or disregard testimony, hve or m the form of an affidavit,
from witnesses who assert the Fifth Amendment and refuse to answer the government’s deposition testunony 1n order
to siueld their testmony from scrutmy See,eg US v Parcels of Land, 903 F 2d 36 (1* Ca 1990), Lawson v
Murray, 837 F 2d 653, 656 (4™ Cir ) cert demied, 488 U S 831 (1988) (To allow a witness to testify and then assert
the Fifth Amendment to escape scrubny would be “s positive nvitation to mutilate the truth ) Although thus Office
13 not suggestmg following such precedent to strike any affidavats or written submussions i tus matter, the
Commussion should give little or no weight to them
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in court before drawing an adverse inference from the resisting party’s falure to comply wath it
Id at 1338-39

Invoking the Fifth Amendment does not preclude drawing an adverse inference against a
party 1n a civil action who refuses to testify in response to probative evidence offered against
him Baxter v Palmigiano, 425 U S 308, 318 (1976), see also, SEC v International Loan
Network, Inc , TT0 F Supp 678, 695-96 (D D C 1991), aff’d, 968 F 2d 1304 (D C Cir 1992)
(court may draw adverse inference from party’s refusal to testify based on Fifth Amendment),
Pagel, Inc v SEC, 803 F 2d 942, 946-47 (8" Cir 1986) (agency did not err 1n taking into
account adverse inference based on broker-dealer’s invocation of Fifth Amendment pnvilege
against self-incnmination), Cerrone v Shalala,3 F Supp 2d 1174, 1175n 3, 1180 (D Colo
1998) (agency’s finding, based 1n part on adverse inference drawn against disability benefit
recipient who invoked Fifth Amendment, was supported by substantial evidence)

Based on all the reasons stated, the Office of General Counsel 18 prepared to recommend
that the Commussion find probable cause to believe John Karoly, Jr knowingly and willfully
violated 2 U S C §§ 441b(a) and 4411
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IV. GEN >

1 Find probable cause to believe that John Karoly, Jr knowingly and willfully violated
2USC §§441b(a) and 441f

— 2[u [2o0f memm_ﬁ&"

Thomasema P Duncan
General Counsel
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Mark D Shonkwiler
Acting Deputy Associate General Counsel
For Enforcement
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